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Dear Sir or l‘ladam

We have considered your application for recognition of exemption from Federal
income tax under section 501(¢)(03) of the Internal Revenue Code.

The information submitted with your application for tax exemption under section
501(c)(3) of the Internal Revenue Code indicates you are a nonprofit association

formed mand domiciled in m The purpose of
this nonpro agsociation, as stated in your (Consatitution,

8 to promote
competitive gymnastics by serving as an advisory body in support and develorment

of all activities of the gymnastics team and by contributing to the ,'Hf
support and development ©

gymnastics competition.

amateur athletes for national and international

You support the members of gymastics te
have been selected from ch

a -
for-profit corporation. m serve as t N
ent o e for-profit corporation; they also arrve as Y

President and Vice-Presid

head coaches for the gymnastics team and are members of the Executive o
Board of arents Club with the elected officers of that S

organization. xecutive Board has general supervision of the affairs of the .
club between its regularly ascheduled business meetings.

1f a child is selected for them
guardians are required to join the asscociation; annua
entitles them to vote and hold office. Members of the
myst participate in two-thirds of the fundraisers held each year.
a parent-member does not participate in fundraising, they will be asseased
the required additional fees in order for their child to participate in the

~ompetitions. If the parent-memoer does not participete in the fundraisers or
puy the assessment, ihe _-hild-gymnast will not be all.wed to compete.

AT



Your revenues are from gifta. membership fees, and fundraisers. Your expénaea
are primarily for the fundraisers, fees for gymnastic events, USGF fees,
=xpenses of the head coachea, social events and gifts, administrative expenses,

bank charges, and miscellanecus. A Ml moving expense in [ 1o
anexplained.

section 501(c) of the Code describes certain organizations exempt from Federal
inccme tax under section 501(a) and reads, in part, as follows:

“(3) Corporations,*xx fund, or foundation, organized -nd operated
excluasively for religious, charitable, scientific, *kx literary, or
educational purposea, or to foster national or international amateur
sports competition (but only if no rart of its activities involve the
rrovision of athletic facilities or equipment), or for the prevention of
~ruelty to children or animals, no part of the net earnings which inures to
the benefit of any private shareholder or individual, no subatantial part
of the activities of which is carrying on propaganda, or otherwise
attempting, to influence legislation (except as otherwise provided in
subsection (h)), and which does not participate in, or intervene in
(including the publishing or ilstributing of statements), any political
campaign on behalf of any candidate for public office.”

S=ction 1.501(c)(3)-1 of the regulations provides, in part, as follows:

(d)i1)(ii) An organization is not orzanized or operated exclusively for one or
nore of the purposes specified in subdivision (i) of this subparagraph unleas it
ze=rves a public rather ii=wn a private intereat. Thus, to meet the requirement
»¢ this subdivision, it is nectasary for an organization to establish that it ias
not organized or operated for the benefit of private intereats such as
;esignated individuals, the creator or his family, shareholders of the

“rganization, or rersonsa controlled, directly or indirectly, by such private
interests.”

revenue Ruling €9-175, 163-2 C.B. 149, states that a nonprofit organization,
7-rmed ty parents ot pupils attending a private achool, that provides school bus
~ranzportation for its members’ children serves a private rather than a public
cterest and dees not qualify for exemption under section 501(c¢)(3).




Revenue Ruling 76-206, 1976-2 C.B. 154, states that a nonprofit organization
formed to generate community interest in the retention of classical music
programs by a local for-profit radio station by seeking program sponsors,
encouraging continuation of contracts by existing sponsors, soliciting
subscriptions to the station program guide, and distributing materials promoting
the classical music programs, all of which activities tend to increase the

station’s revenue, does not qualify for exempt.on under section 501(c)(3) of the
Code.

In the case of Better Busineas Bureau of Washington, D.C., Inc. vs U.S., 326
U.S. 279 (1945), the United States Supreme Court concluded that the presence of
a singlo nonexempt purpose, if substantial in nature, will preclude exemption
from federal income tax regardless of the number or importance of the exempt
purposes of the organization. According to Revenue Ruling 74-553, 1974-2 C.B.

168, this rationale applies equally well to any category of charitable purposes
under Code section 501(c)(3).

Internal Revenue Code section 501(j) provides that a "qualified amateur sports
organization” that otherwise satisfies the requirements of IRC 501(c)(3) will
qualify for tax exemption under section 501(j) even though it may furnish
equipment, facilities and be local in nature.

There is nothing in the Code to prohibit all dealings between a 501(c)(3)
charicable organization and its founder or with those in cortrolling positions.
However, when the interesis of charity are sacrificed to the private interesta
of the founder or of those in control, exemption is precluded because the
organization is being made to serve private interests.

The information submitted indicates the parent-membera and the head coaches
control and influence the activities of the organization. Because the
parent-memberg are in a controlling position, they must be considered as
“inaiders" for the purpose of determining inurement of income. The head coaches

are also officers of the for-profit corporation from which the child-gymnasts
are selected.

Each parent-meaber must participate in the fundraising activities or pay an
szsessment for the anticipated coat of participation for their child-gymnast. It
ia clear in organizationa adopting the "work or pay or don“t play” method of
funding their activities that the parent-members expect and receive direct
nenefits by providing a funding mechanism for themselves to he'p pay the
aubatantial costse of their children’s competition. You are similar to the
organization deacribed in Revenue Ruling €9-175 that provided bus transportation
to and from the private school their children attended. The parents controlled
the organization and provided themselves a service that fulfilled their
individual responsibility to their children.




.

Like the organization in Revenue Ruling 76-206, you are creating cooaumnity
intereat in an activity directly related tc and conducted by a for-profit
orgenization which will result in direct benefit to the owners of the for-profit
corporation. The gymnasium’s reputation is enhanced and the public is
encouraged to patronize the facility. At least two officers of the for-profit

corporation are in a position of influence and control in the
supporting parent-member organization.

Accordingly, you are not entitled to recognition of exemption from federal
income tax under section 501(c)(3) of the Internal Revenue Code and

contributions to you are not deductible by conors under Code section 170. Since
you fail to satisfy the requirements for exemption under section 501(c)(3) you
als> fail to satisfy the requirements for exemption under section 501(j).

]

You are required to file federal income tax returns.

i{ you do not agree with these conclusions, you may, within 30 days from the
da*> of this letter. file in duplicate a brief of the facts, law, and argument
th.at clearly sets forth your poasition. I1f you desire an oral discussion of the

issue. please indicate this in your protest. The enclosed Publication 892 gives
instructions for filing a protest.

i7 ym do not file a protest with this office within 30 days of the date of this
report or letter, this proposed determination will become final.

1£ you 4o not proteat this proposed determination in a timely manner, it will be
«.n3aidered by the Internal Revenue Code as a failure to exhaust available
.iministrative remedies. Section 7428(b)(2) of the Internal Revenue Code
orovides in part that, “A declgratory judgment or decree under this section .
shall not be issued in any proceeding unless the Tax Court, the Court of Claina.
or the district court of the United States for the District of Columbia

-terminea that the organization involved has exhausted admiistrative remadiea
ayailable to it within the Internai Revenue Service.’

©¢ you agree with these con uaione or du not wish to file a written protest,

r.eq36 318N and return Form 6C18 in the enclosed self-addreased envelope as soon
. poasivle.



If you have any further questions, please contact the person whose name and
telephone number are shown at the beginning of this letter.

Sincerely,

District Director

Enclosvres:
Pubiication 892
Form 6018






